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Office of the Secretary Monday, Aug. 4, 1980 


WHY THE GRAIN SALE SUSPENSION SHOULD NOT BE LIFTED » 


A resolution under consideration by the National Governors' Association 
declares that “agricultural embargoes are ineffective, depress prices, cost the 
taxpayers billions of dollars, and jeopardize future sales of agricultural 
commodities" and calls for an end to the current partial suspension of grain 
sales to the Soviet Union and "action to prevent future interference with 
private sales of agricultural products to customers in foreign countries.” 

I respectfully urge the Association to reject this resolution because 
its premises are in error and its implementation would compromise the integrity 
and risk the security of our country. 

The premises are in error because the suspension has been effective; was 
not the only, or even the primary, reason for depressed farm prices this spring; 
is not costing taxpayers "billions" of dollars and will not jeopardize future 
export sales. 

To judge whether the grain sale suspension has been effective, we must 
bear in mind that this was a restrained action with a modest goal. 

We did not impose a total embargo; we honored the base commitment in our 
five year agreement with the Soviets to sell them at least 8 million tons of 
grain. 

Our goal was to deliver a stinging rebuke to the Soviets for invading 
Afghanistan and to do so without starving the Russian people or slamming the 
door on full resumption of trade if and when the Kremlin came to its senses. 

Specifically, the partial suspension of grain sales was aimed at 


exploiting an already tight feed and forage situation in the Soviet Union. 
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Statement prepared for delivery byWSecretary of Agriculture Bob™Bergland, 
National Governors' Association, Denver, Colorado, Aug...4,.1980, at 


3:30 pem. MDT. = % 
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Soviet planners had hoped to overcome that situation by importing enough 
feed and food to raise the dietary levels of a people long denied those enjoyed 
not only in the West but in some of the Russian satellite countries. By 
refusing to sell the Soviets two-thirds of the U.S. grain they wanted to buy, we 
hoped to frustrate their plans, exacerbate the frustrations of the Russian 
people, and embarrass and inconvenience the Soviet leadership. 

Evidence of Effectiveness 

Official Soviet statistics, Soviet press reports, and accounts by 
Western observers in Russia now clearly indicate that the relatively modest 
ambitions of the grain sale suspension are being realized. 

The Soviet livestock industry has been set back substantially, and the 
effects will be felt for years to come. 

The Soviets were denied about 10 percent of their feed grain 
requirements for the six-month period before they could draw on newly harvested 
1980 feed supplies. 

Total Soviet meat production for the first half of 1980 is 1.2 percent 
below the amount produced in the first half of 1979, even though the Soviets 
accelerated slaughter early in 1980 as a consequence of the grain sale 
suspension. 

In June, beef production on the Soviet state and collective farms, which 
usually account for three-quarters of all USSR meat production, was 16 percent 
less than it was a year ago. Pork production was off 10 percent. Total meat 
production for the month was 11 percent less than for June of 1979. 

For the first half of 1980, milk production on state and collective 
farms was 4 percent below the year-earlier level, and productivity per cow was 
off 5 percent for the same period. 

Hog inventories on July 1 were 1.9 percent below what they were the same 
day a year before and are likely to remain below year-earlier levels for the 


rest of 1980. 










swam yizeomel 
iempetaw otis abesS gimes ag mae 

__ 

qe seethammee orptlesea Prat + = or | 


os ei ! 


re enn rn re ra a . 


; ie sal 
aiipeast qty Yo soalzeererst of) acasle : 
iqisessbeal sot ots sels, e whnxrede 
=a = : oa 
qd a)tuoses Kae ,@230782 BPedy Jelvce eolsedshas deives Kajoltsa 
thom yleviseien ef2 047 szveclicl yizees> wor Bbeas at S2evredde axazeit 
sheet iene gained ese belenecsee élap nieve ef? te ants time 
ens bot .y/ elygasee Subd Jes feet Se erteaberd omtgerss setvbs ant 
aan 33 eset 869 Slpt ef Lis ge>elte 
niag: feet tiec4 Tv shewsey ©!) Sires ‘Radner 600 ade leon att 
béonerisd viva n5. wesd Divs yod>, eT hoiteg Vomoeesta aA? 7 atmeme J ippes 
-tebiggwe Lap? bee? 
Simenng FT.) ab O8Sf to Sieh Te 58% PS sose asta) Peas seivet iss 


bias vot ane deuct? cove’, Pte!, To ied. ser SF hi Sepebere Foe ats woise 


sige niscte 25F Jo eoneupsencd: 5 am (088! Ae Vitex tecdeonle betawelecs. 
sholafeqade 
notin  eerse®-aviroeticon Bud s24%a 28l9 os er no n*ismibeie Seed , any Az 


jeepees 3! s6¥ .noleseiid Hiew @R20 Ste 9 gasrzaup-sear Io? eeUpopE mS seater 














72607 Je*oT . . tapypaes 01 °S3c am Noise HOE ay soy? 3 48 Sh pehs woh 
a ; 7 
“e} Fe sant geo wens seal siting, arr . th Liss 


<7 





. =a ees 

a+(sashlo, Los atere no’ gi Fathoss At. = 08 ji he Slew saglt 
aren fave} sed. & es eee 
aou woo. ser (SleTeaibasy Epa pombe #it? pe 


a D Y ee 





erst edt 9 2a ers etie Ha 


- 


apes AZ 

eis 99a Klevel “aldo nage Pe pion 
f : 7 are 

she 


- 








The rate of growth in Soviet cattle and poultry inventories appears to 
have been checked. Neither cattle nor poultry numbers are increasing at more 
than a fraction of the gains registered in the two previous years. 

Average slaughter weights for hogs and cattle were considerably lighter 
in the first half of this year than they were in the first half of 1979. 

Though the Soviets are expected to import a record amount of meat in 
1980, their per capita meat consumption will fall far short of the goal that was 
set for this year back in 1975. 

Moreover, the chaotic food distribution system within the Soviet Union 
sharply increases the impact of food shortages in certain areas. Moscow, 
Leningrad, and important factory communities fare well wnder the distribution 
system, while many other areas are sacrificed to this kind of favoritism. 

As Fortune magazine noted this month, "Thus an overall reduction of 1 
percent to 2 percent can have a considerably greater pace on areas and 
individuals with the least claim on resources." 

This explains the wnprecedented rash of worker strikes and slowdowns 
that have occurred recently. Most of these protests were over food shortages. 

Recent accounts in other major U.S. publications confirm that the grain 
sale suspension is accomplishing its goals. Here are some examples: 

U.S. News & World Report--"...the (worker) strikes have drawn unwelcome 
attention to acute shortages throughout Russia of meat and dairy products. 
Supplies are dwindling because of a poor harvest, a cutback on U.S. wheat 
exports to Russia and feed scarcities that led to the premature slaughtering of 
cattle, poultry, and other animals this year. Further depleting stocks are food 
shipments to Afghanistan, Vietnam and other countries where Russia is busy 


establishing a presence." 
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Newsweek--"...as the reports of worker protest suggest, the problem (of 
food shortages) this spring has been especially trying. Some have blamed it on 
government stockpiling to guarantee a bounty of goods for the Moscow Olympics. 
Others say that the U.S. embargo has cut into stocks of high-quality feed 
grains...for beef and dairy herds." 

The Washington Post--"Never in the past decade has the prospect of 
widespread shortages of fresh meat and dairy products so darkened the horizon 
for Soviet consumers this spring, when the American grain embargo looms in the 
mind of millions." 

The Atlantic--"It appears that the Russians would manage to scrape up 
additional grain from other sources--but certainly not enough to make up the 
deficit." 

What is more, the Russians had to pay premium prices for some of the 
grain they were able to make up through other exporting nations, and because 
much of this substitute grain was delivered in ships considerably smaller than 
the large bulk carriers we employ, this has created severe congestion in Soviet 
ports. 

In sum, as Fortune magazine noted, "We apparently startled the Russians. 
We proved we deplored their actions enough to inflict economic wounds on 
ourselves in order to wound them." 

The Impact at Home 

We did inflict economic wounds on ourselves, but they were not at all as 
grievous as the critics of the grain sale suspension would have us believe. 

The resolution before the Governors' Association contends that the 
suspension depressed farm prices, cost the taxpayers billions of dollars and 


jeopardized future sales of agricultural commodities. 
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But did the grain sale suspension depress farm prices this spring? Or 
were other, far more significant, factors at work? 

It must be kept in mind that: 

First, the Soviet Union has never been either a major or a reliable 
customer for our farm products. In 1979, for example, the Soviets bought only 
6.5 percent of the total we sold abroad. 

Second, we did not terminate all grain sales to the Soviets on January 4 
of this year. We continued to supply them with the minimum guaranteed under our 
grain agreement with them. 

Nevertheless, some contend that the grain that was withheld from the 
Soviets caused a downward pressure on the market and depressed U.S. farm prices. 
The facts argue, however, that if there was a price-depressing effect, it was 
for the most part psychological. 

Consider those facts: 

For the first time in the history of grain embargoes, an administration 
moved immediately to take the resulting excess grain off the market in order to 
stabilize prices. Indeed, the embargoes imposed by earlier administrations were 
not inspired by foreign policy or national security concerns but by concern that 
shrinking domestic supplies would mean higher consumer prices. On none of these 
earlier occasions was action taken to ease the impact on U.S. farmers. 

This time, through direct government purchases of wheat and corn and 
additional incentives to farmers to store more grain in the reserve, more grain 
was removed from the market than was originally scheduled for shipment to the 
Soviet Union. 

This administration also moved to assume the cancelled sales contracts 
grain companies had with the Soviets. Had the federal government not assumed 
those contracts, exporters would have taken enormous losses or even faced 
bankruptcy. Moreover, as Fortune magazine noted, those exporters "would have 


had to cancel the contracts they had with their suppliers, or dump the - long 


positions, or both-~-all of which would have driven prices into the ground and 


caused a cascading series of bankruptcies clear back to the farm country." 
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Meanwhile, the administration increased already intensive efforts to 
build overseas markets for our farm products. Because of this, we were able to 
move more of our products to Mexico and Brazil, for example, and to sell more to 
traditional customers of Argentina when Argentina shorted them in order to meet 
increased Soviet purchase demands. In short, our farm Selif exports this year 
will set another all-time record by dollar and by volume. Despite the loss of 
part of our sales to the Soviets, we now expect to sell at least $6 billion more 
this year than we did last year, raising export earnings to $39 billion. 

Why Farm Prices Declined 

Nevertheless, U.S. farm prices did slump some this spring. The question 
is why, and the answer is this: 

Grain prices fell because of record levels of production, tight credit, 
transportation problems and the psychological impact, if any, of the sales 
suspension. 

Other farm prices fell because of the overproduction of hogs and 
soybeans, heavy supplies of pork and poultry that undercut the demand for beef, 
high interest rates that discouraged inventory buying, and the impact on other 
commodity prices when the silver market collapsed. 

It must be said, too, that it took some time for administration actions 
to offset the impact of the grain sale suspension to be put into effect and to 
yield results. 

Today's Grain Prices 

The stabilizing impact of these actions is now being felt. Based on the 
average of the top four cash wheat markets in the U.S. -- Kansas City, 
Minneapolis, Chicago, and Portland -- the July 31st closing price was 22 cents 
per bushel higher than the same average on January 4 this year ($4.44 vs. 
$4.22). In fact, for the entire month of July the average price has been at or 


above the January 4th level. 
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The same is true for corn. The average of the top five cash corn 
markets in the U.S. -- Omaha, Des Moines, St. Louis, Chicago, and Minneapolis -- 
was 64 cents a bushel higher than on January 4th this year ($3.11 vs. $2.47). 

On the Chicago cash market, soybeans were selling for 97 cents a bushel 
more on July 30th than they were on January 4th. 

The offset actions taken by the administration to stabilize prices after 
the grain sale suspension was invoked have been effective. But it must be said 
that recent grain price increases have been due to concern over crop-loss 
weather, just as most of the slump in corn and soybean prices that began six 
months before the grain sale suspension were inspired by extremely favorable 
weather that promised bumper crops. 

Cost to the Taxpayers 

The actions the administration took to ease the grain sale suspension's 
burden on American farmers were not without costs, but those costs must be kept 
in perspective. 

Half or more of the $2.5 billion to $3 billion the government spent to 
assume the contractual obligations of exporters, to buy up the grain, and to 
encourage farmers to store more grain in the reserve will come back to the 
government when crop loans are repaid. 

This means that in taxpayer terms it cost the people of our country 
approximately $7 each to show the Soviet Union it could not brutalize its 
neighbor without paying a penalty. 

Will the Suspension Jeopardize Future Sales? 

The resolution before the Governors’ Association contends that 

agricultural embargoes jeopardize future sales of agricultural products, 


implying that this is the case with the current sales suspension. 
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But has the suspension jeopardized future sales? Again, the facts argue 
otherwise. Not only will U.S. farm exports set another all-time record in 1980, 
but we've tripled our trade with Mexico in just one year, and since the start of 
the suspension, we've increased our exports of corn to Japan by nearly 30 
percent and to Italy by nearly 40 percent. Even more to the point, last month 
the Soviet Union itself placed its first order for U.S. corn and wheat under the 
continuing minimum guaranty terms of the fifth year of the U.S.-USSR grain 
agreement. 

It thus seems obvious that our overseas customers know they can continue 
to rely on us as a steady supplier. 

Drawing the Line 

And now in closing let me add these thoughts: 

When the Soviets launched their brutal invasion of Afghanistan, the 
Administration had three options: ignore the act, thus giving tacit consent to 
aggression; intervene militarily, which could have led to all-out war; or rebuke 
and punish the Soviets by imposing sanctions that would include a partial 
suspension of grain sales. 

To end the grain sales suspension just at the time when its impact on 
the Soviet Union is being felt the most (and when its impact at home has been 
relieved) would demean us as a people, compromise the integrity of our foreign 
policy and in time risk our national security. 

Lifting the suspension before the Soviets even begin to recant would be 
viewed by the Kremlin as clear evidence of American greed or weakness of will. 
Lenin, it must be remembered, once said that capitalists would even sell 
Communists the rope with which to hang them. 

By the same token, demanding "action to prevent future interference with 
private sales of agricultural products to customers located in foreign 
countries" surely would be interpreted as a sign that we will continue to do 
bus ness as usual with any overseas customer, no matter how that customer might 


violate international law or human rights. 
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Were we to adopt that position, we would not only severely handicap 
foreign policy making, we would betray our historic commitment to the cause of 


freedom. 
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